BThe Australian Accountant 


Published monthly for the Commonwealth Institute of Accountants and 
The Australasian Institute of Cost Accountants 








7 Subscription : 


Vol. XVI, No. 3 MARCH 15, 1946 Per annum, 12/6 
Single copies, 1/6 








Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


DIsposAL OF ASSETS OF A BUSINESS 
Consideration Attributable to Lease Included in Sale 


In making a determination under s. 83 (2) (b) in respect of the consideration 
attributable to.a lease sold with other assets, the Commissioner is not required 
to value the lease in accordance with its market value at the time of sale and 
independently of the total consideration actually payable. It is considered 
that, in determining “the amount of the consideration attributable to the lease,” 
he cannot properly perform the task without allocating to each of the assets 
cluded in the sale a proper proportion of the total consideration. It follows 
that the sum of these allocations must equal the total consideration paid, and 
the amount so allocated to the lease does not necessarily represent its actual 
market value at the time of sale. 

If the sale consisted solely of a leasehold property, the premium would, for 
all purposes of Division 4, represent the actual consideration, notwithstanding 
the extent to which that consideration might be divorced from the market 
Value at the time of sale. It is considered that, by inserting s.83 (2) in the 
Act, the intention of the Legislature was that a value based on the actual total 
Consideration should be adopted where the leasehold property was sold with 
ther assets. Support for this view is to be derived from the fact that s. 83 (2) 
provides that, where a separate amount is allocated to the lease in the contract 
and the Commissioner is not satisfied that the amount so allocated is “fair and 
feasonable,” he is required to determine what is fair and reasonable. These 
are relative terms, and it is obvious that the determination ‘“‘of the consideration 
attributable to the lease” must be made in relation*to the total consideration. 

The above opinions must be subjected to the following refinement: Section 
83(2) provides that, where a lease is sold with other assets and those assets 
include trading stock, growing crops, etc., and/or plant and other articles 
Subject to the depreciation allowance provided by s. 54 et seq., the Com- 
Missioner is required to have regard to the values placed on such trading stock 
and depreciated property under s. 36 (8) (a) and s. 59 respectively. Dealing 
first with depreciated property, s. 59 (3) provides, in effect, that where a 
Separate value is allocated to the property, the Commissioner is bound to 
accept it as the consideration receivable. In this, s. 59 (3) differs from s. 83 
(2). Where the depreciated property is sold with other assets and no separate 
Value is allocated to it, the consideration receivable is the amount determined 
by the Commissioner. In this s. 59 (3) resembles s. 83 (2), and the above 
Opinions apply with full force to any determination under s. 59 (3) (c). 

Section 36 (8) (a), which deals with trading stock, etc., included in assets 
of a business disposed of by sale or otherwise, differs materially from both 
&59 (3) and s.83 (2), in that the value of the trading stock shall be its 
Market value on the day of the disposal. If, however, in the Commissioner’s 





86 


opinion, there is insufficient evidence of the market value on that day, the 
value shall be that which, in his opinion, is fair and reasonable. In the cage 
of a partial gift, ie., a sale where the consideration is not fully adequate, the 
market value of the trading stock might well exceed the total consideration, 
Nevertheless, the market value will be included in the vendor’s assessment, 
and is an allowable deduction to the purchaser. 

One method of allocating to leases and plant a fair and reasonable amount, 
having regard to the total consideration, is first to ascertain the market value 
of any trading stock and other assets enumerated in s. 36 (1) included in the 
disposal sale, and subtract such market value from the total consideration, 
The next step is to eliminate any money claims, such as bank balances, cash 
in hand, deposits, etc. The amount to be deducted from the total consideration 
in respect of these items should be the face value of the assets. Book debts 
should also be eliminated by bringing them to account at their face value less 
an allowance for bad debts and settlement discounts. The remainder of the 
assets sold, such as plant, leases, goodwill and freehold property, should bh 
valued, and the balance of the consideration remaining, after eliminating the 
first-mentioned items, should be apportioned among those assets on the basis 
of the values so ascertained. This attempted solution does nof dispose of the 
difficulties of determining a fair and reasonable allocation in all circumstances, 
For example, in the case of a reconstruction of a company, book values o 
depreciated values for income tax purposes might reasonably be applied. Ong 
thing is certain: the Commissioner is not entitled to determine the consider 
tion attributable to leases or plant except as part of a total consideration 
distributed over all the items included in the sale. 


EXPENDITURE INCURRED IN CARRYING OuT PROFIT-MAKING 
UNDERTAKING OR SCHEME 

In the case of a continuing business, expenditure which is an allowable 
deduction under s. 51 is deductible in the income year in which it is incurred, 
notwithstanding that the income resulting from that expenditure is derived in 
the next succeeding year or years. There are two exceptions to this rule. If 
the expenditure answers the description of trading stock, its value as prescribed 
by s. 31 must be brought to account at the end of the year of income in which 
the stock was bought or manufactured. In effect, the expenditure on trading 
stock is carried forward as debit to the year in which the relevant income # 
derived. The position is the same in regard to expenditure incurred in 
carrying out a profit-making undertaking or scheme. The assessable income 
under s.26(a) is the “profit” arising from the undertaking, not the gros 
proceeds. In calculating the profit under s.26 (a) or the loss under s. 52, 
expenditure incurred in gaining it must be deducted from the gross proceeds, 
notwithstanding that the expenditure was incurred in an earlier year. (1 
C.T.B.R. Cas. 77 at p. 236.) In effect, such expenditure must be carrie 

forward to the year in which the undertaking or scheme is completed. 


PAYMENTS UNDER WILL To Wipow Wuo Was ForMeERLY 
Paip MAINTENANCE 

By his will a testator provided for an annuity of £9 per week to his widow. 
Husband and wife had lived apart for many years and, at the date of his death, 
the wife’s weekly maintenance was £9. Upon an application under th 
Testators’ Family Maintenance Act, 1939, the Supreme Court of Westem 
Australia ordered payment to the widow of a lump sum of £5,000 plus £2) 
per week during her life. An appeal by the residuary legatees against this 
order was dismissed by the High Court. Ina joint judgment, the court ( Rich, 
Dixon and McTiernan, JJ.) said that an important matter to be taken intl 
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account “is the incidence of income tax upon her allowance under the deed 
of separation. By s.23 (e) of the Income Tax Assessment Act, 1936-1944, 
the income received by way of periodical payments in the nature of alimony or 
maintenance by a woman from her husband is exempt from income tax. But 
that provision would not appear to carry the exemption beyond the death of 
the husband. We were informed from the bar that the income tax which she 
would bear if her income remained at £9 per week would be £151 per annum. 
We were also informed that if her allowance were fixed as the Chief Justice 
fixed it, at £20 per week, the income tax payable would be £467 per annum, 
laving her about £11 per week. No doubt these calculations were made at 
rates at present in force. These are material considerations, and we think 
that no cogent reason has been advanced for doubting the conclusions of the 
Chief Justice, that the provision made for her was inadequate, and that the 
provision of £20 per week would be proper.” (Sampson v. Sampson [1945] 
ALR. 408.) 


Directors’ REMUNERATION 


The following is a summary of the decisions of the Board of Review under 
s. 109 contained in C.T.B.R. Vol. 10: 


Claimedby Allowedby Allowed by 
No. Particulars of Company Taxpayer Commissioner Board 
90 A and B, directors of company 
conducting operations of a highly 
technical nature. Relevant year 
1940. 
i adie Faia Se am gh wie £1,600 £2,180 
i. fe} rere £800 £1,400 
N.B. A claim for fees totalling 
£1,836 (as against £1,200 allowed 
by Commissioner) had _ been 
allowed in full for 1937. Between 
1937 and 1940 revenue more 
than doubled. Board observed 
that “in a rapidly growing enter- 
prise of this kind, the duties 
became greater every year, re- 
quiring understanding, organiza- 
tion and the exercise of ability, 
which we are satisfied both 
directors possess in a high de- 
gree.” 
Business depended entirely on 
skill and experience of A and B. 
Paid-up capital £1,000; net profit 
first year £1,251, second £4,146. 
Carrying business. Paid-up capi- 
tal £4,437. Net profit £342, of 
which £80 set aside for taxation 
and £250 for replacements. 
General Manager... .. .. .- 
ET iG. oa 44) ea: eee [os 
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Particulars of Company 
“In determining what... . is 
reasonable remuneration ... . we 
have no doubt that there should 
be a margin of profit sufficient 
not only for a reasonable divi- 
dend on the share capital, but 
also for the provision of special 
and, perhaps, general reserves.” 


Manufacturing business. Net 
profit 63 per cent. of capital. 
Total remuneration of seven 
NY G05 00 ox. ad 0 6 
N.B. Managing director, an 
outside expert with no financial 
interest in company, secured ap- 
pointment on his own terms— 
£2,000 a year as salary and 25 
per cent. of profits.. Claim for 
payment to him sustained in full. 


Manufacturing business. Direc- 
tors also controlled associated 
businesses, one director receiving 
remuneration totalling £6,286 per 
year. Divisible profits 18-5 per 
cent. of capital. 

A Managing director .. 

B Works engineer .. .. .. 

C Advertising manager . .. 


Manufacturing and wholesale 
business. 
6 Directors—Salary .. 
ae 
By majority, Board held that 
provided bonus was in fact re- 
muneration for services rendered, 
it was deductible under s. 51(1) 
to the extent to which it was 
determined as reasonable under 
s. 109, even though bonus was a 
distribution or an application of 
profits. 


Pastoral business. 


Capital 
£90,000. Net profit 1940, £3,924. 
Since 1928 company had paid 
only one dividend, viz., 4 per 
cent. in 1940. 

2} 2 : eer 


Retail business. Small losses 
sustained during whole of com- 
pany’s 34 years of existence, in- 
cluding year under review. 


MARCH 


Allowed by 
Board 


Claimed by 
Taxpayer 


Allowed by 
Commissioner 


£20,111 £12,450 £17,671 


£2,704 £2,704 
£936 £936 
£728 £728 


(By 
majority) 
£4,538 
£4,462 
i.e., £1,500 
each 


£4,538 
£11,100 


£800 £800 
£188 10s. £188 10s. 


£1,200 
£228 10s. 
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Claimed by Allowedby Allowed by 
Particulars of Company Taxpayer Commissioner Board 
Disputed remuneration : 
Managing director... .... .. £650 £500 £500 
Three others each .. .. .. .. £416 £350 - £350 


“Our opinion does not rest solely 
on the fact that losses have been 
made by this company. In other 
cases, the Board has expressed 
the view that, in periods of ex- 
ceptional trading difficulty, direc- 
tors might well be entitled to 
substantial remuneration for their 
efforts in safeguarding the share- 
holders’ capital. Circumstances 
of that kind have not, however, 
been shown to exist in the 
present case.” 

Success of company dependent 
on experience and expertness of 
managing director, who had 
received successive increases in 
salary. Paid-up capital £6,282. 
Dividend for year 8 per cent. 

Managing director .. .... .. £1,030 £900 £1,030 


Bap Dests SHOULD BE WRITTEN OrF DuRING YEAR OF INCOME 


The first condition imposed in order to qualify for the allowance of a bad 
debt under s. 63 is that the debt must be bad. The second condition required 
by the section is that the debt must be written off as a bad debt during the 
year of income in respect of which the allowance is claimed. 

In I.T.O. 1027 the Commissioner claimed that it is not sufficient if the debt 
ismarked bad or otherwise irrecoverable. The necessary entry must be made 
writing off the account. In this view, the material entry is the credit. It is 
immaterial whether the loss is debited direct to Profit and Loss Account or 
charged against a reserve account, e.g., where a general provision has been 
made for such losses in a previous year. 

The Commissioner’s opinion, whether correct or not, is based on the 
assumption that the taxpayer has kept a ledger wherein dealings with the 
debtor have been recorded. What, however, is the position where the tax- 
payer has not kept a set of books? In 10 C.T.B.R. Cas. 33 the taxpayer 
had financed a wool buyer through two wool seasons involving numerous 
transactions. Part of the advances proved to be irrecoverable. The sum in 
question was not written off as a bad debt by any kind of book entry for the 
reason that the taxpayer had not kept any books. A statement was lodged 
with the taxpayer’s return showing the amount of the loss based on particulars 
taken from the borrower’s accounts. The Board of Review stated at p. 103: 
“In our opinion the writing off of a bad debt does not necessitate a particular 
form of book entry or even a book entry at all. It is sufficient, we think, if 
there are written particulars—there must, of course, be something in writing— 
which indicate that the creditor has treated the debt as bad. In the circum- 
stances of this cAse we are satisfied that what was done in the preparation of 
taxpayer’s return was a sufficient writing-off of the debt.” 

In the above case the taxpayer’s claim failed because it was admitted that 
the statement was not prepared until after the close of the relevant year of 
Income. In this connection, the statement reflected a final small payment 
made by the debtor nine days after the close of the year. The Board held. 
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on the facts, that the loss was not a bad debt written off as such during the 
year of income. Moreover, the Board expressed the opinion that the loss was 
not a bad debt in respect of money lent by the taxpayer in the course of a 
business of the lending of money. 

The decision in 10 C.T.B.R. Cas. 33, cited above, emphasises the require. 
ment of s.63, viz., that the physical act of writing off a debt should take 
place within the year of income in respect of which the loss is claimed, and 
should not, as is often the practice, form one of the balance day adjustments 
made after the trial balance at the close of the income year is prepared. 


Bap Dests RECOVERED 


Section 63 (3) of the Commonwealth Act specifically provides that where 
in the year of income a taxpayer receives an amount in respect of a debt 
for which a deduction has been allowed to him under s. 63 or its predecessor, 
his assessable income, i.e., of the year of receipt, shall include that amount. 

The practice (in the absence of specific authority) of the English Revenue 
authorities of allowing bad debts to be deducted as trading losses in the year 
in which they are written off was the subject of considerable difference of 
opinion in the House of Lords in Absalom v. Talbot [1944] A.C. 204; 
[1944] 1 All. E.R. 642. In expressing the majority opinion in favour of the 
practice, Lord Porter pointed out that there was a corresponding obligation 
on the taxpayer to submit to assessment in a later year in respect of any sum 
recovered on account of the debt previously written off. Accordingly, Mac- 
naghten, J., held in Briston v. William Dickinson & Co. Ltd. [1945] 2 All. 
E.R. 678, that bad debts recovered must be included in the computation of a 
trader’s profits in the year in which the money is received. 


Cost or CAMPAIGN TO ComBaT AGITATION TO ABOLISH 
Girt ToKENS 

The taxpayer, a manufacturer, advertised one of his products by means of 
a scheme under which purchasers who returned a specified number of tokens 
received gifts. The taxpayer incurred expenditure in the year of income in 
conducting a campaign to combat a public agitation to secure legislative pro- 
hibition of free gift schemes of the kind mentioned. Held, claim allowed (10 
C.T.B.R. Cas. 38(A)). “Expenditure incurred by the taxpayer in the 
advertising of gift offers is allowable as a deduction. We cannot see any 
reasonable ground for distinguishing between that expenditure (which is 
incurred with the object of promoting sales) and the amount which was spent 
in an attempt (so far successful) to demonstrate that gift offers are a 
legitimate business method which should not be prohibited,” at p. 125. 


INCOME OF AN Ex-AusTRALIAN ESTATE 


Section 25 (1) provides that the assessable income of a resident taxpayer 
shall include the gross income derived directly or indirectly from all sources, 
whether in or out of Australia, which is not exempt income. A non-resident 
taxpayer is assessable in respect only of income derived from sources in 
Australia. Problems arise in applying the provisions of s. 25 (1) to income 
derived by a trust estate where the trustee or the beneficiary is not a: resident 
of Australia and some or all of the assets of the trust are ‘situated out of 
Australia. Section 95 defines “the net income of a trust estate” as the total 
assessable income of the trust estate calculated under the Act as if the trustee 
were a taxpayer in respect of that income, less all allowable deductions except 
in certain specified circumstances, losses of previous years. It would appear, 
therefore, that in deciding what income of a trust estate is assessable the test 
is the status of the trustee. If the trustee is a non-resident, then only income 
derived from sources in Australia can be brought to account in calculating the 
net income of the trust estate. If, on the other hand, the trustee is a resident 
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of Australia, all ex-Australian income derived by the trust estate is assessable, 
except income declared to be exempt under s.23(q). Thus, for example, 
where the trustee is a resident of Australia but the assets are situated in 
England, rents, interest, etc., subject to English income tax will be exempt, 
but dividends, and also interest on Government securities declared to be 
exempt from English income tax if derived by a person who is not a resident 
of England, will be subject to Commonwealth income tax. Section 99 pro- 
vides that where no beneficiary is presently entitled to the income of a trust 
estate, the trustee shall be assessed and liable to pay Commonwealth income 
tax on the net income of the trust estate. It has been held (Whiting and 
others v. F.C. of T. (1942-43) 2 A.1.T.R. 421) that income derived prior to 
the ascertainment of the residue is not income to which any beneficiary is 
presently entitled, even though payments are made to the beneficiary out of 
such income during the course of adininistration (Corbett v. I.R. Comrs. 
(1937) 21 Tax Cas. 449). If, therefore, the trustee is resident, say, in 
England (and not in Australia) and part of the trust income is derived from 
sources in England and the remainder is derived from Australian sources, the 
net income of the trust estate will not include any of the English income. The 
income derived by the estate prior to the ascertainment of the residue, to the 
extent of the Australian income only, will be assessed in the hands of the 
trustee under s.99. The beneficiary, not being presently entitled, will not 
be assessable in respect of any of the trust income derived prior to the 
ascertainment of the residue. But what is the position of the beneficiary in 
relation to income derived after the ascertainment of the residue, i.e., when 
he becomes presently entitled ? 

Section 97 provides that where any beneficiary is presently entitled to a 
share of the income of a trust estate and is not under a legal disability, his 
assessable income shall include that share of the net income of the trust estate. 
But, as previously explained, “the net income of the trust estate’ must be 
calculated as if the trustee were a taxpayer (i.e., a person deriving income, 
8.6) in respect of the assessable income. Thus, if the trustee is a non- 
resident all ex-Australian income must be excluded in ascertaining the net 
income of the trust estate, so that, in effect, the beneficiary, although he may 
be a resident of Australia, is not assessable in respect of any income of the 
trust derived out of Australia. If the above be a correct interpretation of the 
relevant provisions, it follows that where the trustee is a resident of Australia 
and the beneficiary is a non-resident, the beneficiary, if presently entitled, is 
assessable in respect of ex-Australian income. These views are based on the 
assumption that the general provisions of s. 23 (q), s.23 (r), s.25 (1) and 
s.26 (b) are subject to the specific provisions of ss. 95 and 97. 


REPAYMENT BY BORROWER OF AMOUNT REQUIRED BY LENDER TO REPLACE 
SECURITIES SOLD IN ORDER TO MAKE LOAN 


Repayment in Excess of Sum Lent 

The taxpayer borrowed £19,719 from trustees who raised the money by 
realising Commonwealth bonds of the face value of £19,360. The taxpayer 
undertook that at the time of repayment it would also pay the trustees any 
sum which might be required by them to acquire Commonwealth bonds 
corresponding with those realised to make the loan. On repayment of part of 
the loan, the taxpayer paid an additional £899 to enable corresponding bonds 
to be acquired. Held that the sum of £899 was not an allowable deduction 
under s.67 (10 C.T.B.R. Cas. 39). 


PreMiuM PAYABLE ON REPAYMENT OF LOAN 
A company issued, in 1936, six-year registered convertible notes which 
Were issued at par and carried no mterest, but were repayable on June 30, 
1942, together with a premium of 30 per cent. In the event of a note being 
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redeemed before June 30, 1942, in lieu of the premium of 30 per cen:., the 
premium should be calculated at the rate of 24 per cent. for every period of 
six months of its currency. The taxpayers were holders of such notes which 
were duly redeemed on June 30, 1942, together with a premium of 30 per cent, 
Held, that the premium received was assessable (Davies v. Premier Invest- 
ment Co. Ltd.; Hewetson v. Carlyle |1945] 2 All. E.R. 681). 


Loss ON DEBENTURES ISSUED IN PART PAYMENT OF DEBT 
FoR Goops SUPPLIED 


The taxpayer company sold goods to “X” company for a sum which was 
to be “paid” partly in cash and, as to the balance, by the issue of debentures to 
an investment company which owned all the shares in the taxpayer company, 
The investment company was authorised to pay the purchase price of the 
debentures to the taxpayer company. Under this arrangement the investment 
company paid to the taxpayer company £10,000 out of £12,500. A consider- 
able loss arose through default in payment by the “X” company. According 
to the evidence it was understood, as between the taxpayer company and the 
investment company, that the loss was to be borne by the taxpayer company, 
in whose books entries were made crediting the investment company and 
writing the debentures off as a bad debt. The taxpayer company claimed a 
deduction of the loss. Held, claim disallowed (10 C.T.B.R. Cas. 34 (A)), 

The Board of Review held that no deduction was permissible under s. 63 
because (a) to the extent of £10,000 received from the investment company, 
the original debt included in the taxpayer’s assessable income in respect of the 
sale of the goods had been extinguished, and (b) the investment company’s 
obligation to pay the taxpayer company the balance of £2,500 could not be 
said to be a debt which was included in the taxpayer company’s assessable 
income in respect of the sale of the goods. In denying a deduction under 
s. 51, the Board pointed out that the result of the issue of the debentures was 
legally the payment of a money sum (Williamson’s Tivoli Vaudeville Pty. 
Lid. v. F.C. of T. (1929), 42 C.L.R. 452) and the debentures would be held, 
whether in the hands of the investment company or the taxpayer company, in 
the character of a capital asset even if received in the character of income 
(C. of T. (Q.) v. Union Trustee Co. (Trustee of A. H. Whittingham, 
deceased) [1931] A.C. 258). Thus, any loss would represent the deprecia- 
tion on the capital value of the debentures after they were issued in pursuance 
of the original contract of sale of the goods. “The case would have been 
different if the contract price had been simply a money sum of £24,800 payable 
at some specified time and the ‘X’ company, finding itself unable to pay 
£12,500 at that time, had promised, on the security of the debentures, to pay 
it at some later date. Such a promise, even on the security of debentures of 
marketable value, would not amount to a payment of the debt (Cross ». 
London and Provincial Trust Ltd. (1938), 21 Tax Cas. 705) and it would 
appear that, in default of payment, any loss on the realisation of the debentures 
would be a bad debt,” at p. 113. 


PROVISIONAL TAX WHERE Part OF PRIVATE ComMPANY DrrecTor’s 
REMUNERATION IS DEEMED TO BE A DIVIDEND 


So much of any sum paid or credited as remuneration by a private company 
to a shareholder or director as exceeds an amount which, in the opinion of 
the Commissioner, is reasonable shall, for all purposes of this Act, be deemed 
to be a dividend paid out of profits derived by the company (s. 109). Action 
is not taken under this section until after the end of the year of income when 
the private company is assessed. Thus it cannot be known, at the time the 
remuneration is paid, what part, if any, will eventually be deemed to be 2 
dividend. 
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For the purposes of collection by instalments, “employee” is defined as 
meaning any person who receives, or is entitled to receive, any salary or 
wages (s. 221A). Any payments made by way of remuneration to a director 
of that company are included in the definition of “salary or wages” (s. 221A). 
Therefore, tax instalments must be deducted at the time the amounts are paid 
: from payments by way of remuneration to a director (s.221C). 

However, if some part of the remuneration is deemed to be a dividend 
under s. 109, the director becomes liable to pay provisional tax in respect of 
the amount deemed to be a dividend (s.221YB). A strict interpretation of 
the law would have the result that the director would be assessed to provisional 
tax on income from which instalment deductions had already been made. Mr. 
R. W. Chenoweth, Deputy Commissioner in Victoria, has advised the Vic- 
torian Division of the Australian Chartered Accountants’ Research Society 
that a provisional assessment will not be issued on so much of the income of 
a private company director as has previously been subjected to tax instalment 
deductions (The Chartered Accountant in Australia, November, 1945). 


Loss 1n Respect oF LoAN To EMPLOYEE 

A loss arising out of an advance by a taxpayer to an employee for the 
latter’s private purposes was held not to be .an allowable deduction (10 
C.T.B.R. Cas. 34 (C)). The Board observed that the sum in question repre- 
sented a bad debt and could not otherwise be considered under the Act. The 
debt, however, had not been brought to account by the taxpayer as assessable 
income, and was not in respect of money lent in the ordinary course of a 
business of the lending of money. 


Lump Sum Paip To Executor AS CONSIDERATION FOR 
RENOUNCING PROBATE 

A testator by his will appointed his widow as executrix and the taxpayer 
as executor. The taxpayer was not informed of his appointment until five 
months after the testator’s death, when, after negotiation, the widow offered 
to pay to the taxpayer the sum of £425 out of her separate estate in con- 
sideration of the taxpayer renouncing probate. The offer was accepted. The 
sum of £425 was included in the taxpayer’s assessment. The taxpayer 
objected, contending that the sum was not assessable income, or, alternatively, 
only 5 per cent. thereof was assessable under a State provision corresponding 
to s.26(d). Held that 5 per cent. only of the sum received, viz., £21, was 
assessable (C.T.B.R.—not yet reported). 

In the above case, the Board of Review decided that the taxpayer held the 
office for some months—even though unaware of it—because he was executor 
from the date of the testator’s death. “We have employed terms such as 
‘release’ and ‘relinquish’ to describe what took place when the taxpayer 
renounced probate. Now what he relinquished was the office of executor. 
We are inclined to think that when a person ceases to hold an office—whether 
his act be called a release, a relinquishment, a resignation, or a renunciation— 
it would not be a misuse of language to say that he retires from the office.” 
The Board went on to say that the fact that the sum was paid by the widow 
out of her own estate was immaterial. The paragraph applies in the circum- 
stances specified therein, irrespective of the source from which the allowance 
or gratuity is paid. 

Amount Paip To TRADE CoMPETITOR TO REIMBURSE ExPENSES INCURRED 
IN APPLYING FOR REGISTRATION OF TRADE MARK 
Agrecment by Competitor to Withdraw Application 


The taxpayer was the manufacturer of a product which was sold under a 
particular name. During the year a competitor put a similar product on the 
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market under a somewhat similar name. An application was made for 
registration of that name as a trade mark. The taxpayer succeeded in having 
the application withdrawn and obtained an undertaking from the competitor 
not to market the product under the name. An amount was paid to the 
competitor to cover expenses incurred in connection with its application and 
the production of designs of the name. The taxpayer claimed the sum so 
paid as a deduction. Held, claim disallowed, the amount being held to be an 
outgoing of capital (10 C.T.B.R. Cas. 38 (B)). 


FunpD For PusLic CHARITABLE PURPOSES 

In J.R. Comrs. v. National Anti-vivisection Society [1945] 2 All. E.R. 529, 
the society claimed exemption from English income tax on the ground that it 
was “a body of persons established for charitable purposes only.” Held, the 
main object of the society being the total abolition of vivisection, it was 
established by evidence that the attainment of that object, so far from being 
beneficial, would be gravely injurious to the community. The society was, 
therefore, not a body established for charitable purposes only and its claim 
for exemption failed. 


StaMP Duty PAID ON TRANSFER OF SECURITIES ACCEPTED IN 
PAYMENT OF Dest For Goops SUPPLIED 


The taxpayer company sold goods to two customers who were unable to 
pay cash and the taxpayer company agreed to accept securities in payment. 
The taxpayer company paid £281 stamp duty on the transfer of the securities. 
Held, claim for deduction of the £281 allowed (10 C.T.B.R. Cas. 34 (B)). 
“We find that the stamp duty in question was an outgoing necessarily incurred 
by the taxpayer for the conclusion of transactions undertaken by it, in the 
ordinary course of its business, for the production of assessable income. They 
were incurred by the taxpayer for the purpose of obtaining the reward—in the 
only obtainable form—of its contracts for work and labour. We agree with 
the contention for the taxpayer that the outgoing was of the same character 
as that of stamp duty paid by the taxpayer upon the receipt of any assessable 
income in the form of money,” at p. 115. 


EXEMPTION OF CERTAIN OFFICIAL SALARIES 

Section 23 (a) provides for the exemption of the official salary of, and the 
income derived from sources out of Australia, by the Governor-General, the 
State Governors, foreign Consuls and certain other specified officials. It will 
be observed that the exemption does not apply to income derived from sources 
in Australia. Section 44 provides, inter alia, that the assessable income of a 
shareholder in a company shall include dividends paid to him by the company 
to the extent to which they are paid out of profits derived by it from sources 
in Australia. Thus, for example, if one of the specified officials owned shares 
in an English company on an English register, and the company derived part 
of its income from sources in Australia, any dividends received by him from 
that company would be assessable income to the extent to which the dividends 
were paid out of Australian profits. 


Basis OF DEPRECIATION 

Effective Life of Unit 
In 10 C.T.B.R. Cas. 41 the Commissioner had declined to allow any 
depreciation in respect of earth tanks or dams on the ground that the effective 
life of each of the taxpayer’s dams was everlasting. In rejecting the Com- 

missioner’s contention the Board of Review said: 
“According to the Commissioner the effective life of a dam ceases only 
when it is no longer physically possible, by the expenditure of money, to keep 
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itin or restore it to reasonably good order and condition. According to the 
company the effective life of a dam ceases when, from one or more of a 
variety of causes, it is useless or no longer economical (even if physically 
possible) to maintain it. 

“In our opinion the contention for the Commissioner over-emphasises the 
statutory condition of maintenance and pays insufficient regard to what is 
meant by ‘effective life.’ A unit of plant may have a certain effective life if 
not maintained in reasonably good order and a longer effective life if it is so 
maintained, but the Act does not provide or imply that effective life necessarily 
continues so long as the unit can be so maintained.” 

EXPENSES OF ATTENDING EVENING CLASSES 
Attendance Condition of Employment 

The taxpayer was employed as a student assistant in a research laboratory. 
A condition of his employment was that he should attend certain evening 
dasses. His employer paid half the tuition and examination fees and half 
the cost of his text books. He claimed, under the English Act, a deduction 
of the travelling expenses in attending the classes and his half share of the 
cost of the text books. Held, the expenses were not deductible as they were 
not incurred in the performance of the duties of his office as required by r, 9, 


Sched. E. (Blackwell v. Mills |1945] 2 All. E.R. 653.) 


NEWSPAPER CONDUCTED BY POLITICAL ORGANISATION 
The taxpayer was a political organisation which conducted a newspaper. 

Under its rules a proportion of all membership fees was set aside for the 
benefit of the newspaper. The revenue of the' paper from other sources was 
derived from advertisements, casual sales and services. The Commissioner 
calculated the taxable income of the paper on the following basis: 

Receipts from advertising, etc. 

Total sales including sales to members 
The taxpayer claimed that the members’ subscriptions were not income and 
could not be brought to account for the purposes of assessment, and that the 
whole of the newspaper expenditure represented allowable deductions from 
the income from advertising. Held, claim disallowed (10 C.T.B.R. Cas. 52). 
After pointing out that it was necessary in the circumstances to apportion the 
expenses on some arbitrary basis, the Board went on to say: “Upon analysis, 
it appears that this is what the Commissioner has done, notwithstanding that 
he has apportioned the so-called surplus as if it were net profit consisting of a 
mixture of taxable and exempt income. The same result could have been 
obtained by deducting from the assessable income so much of the total 
expenditure as bore the same proportion to the total as the assessable income 
bore to the total receipts. The arithmetical method employed by the Com- 
missioner in arriving at this result was simpler and was no doubt adopted by 
him for that reason.” 


of net profit. 


PayMENTS MApE By CoMPANY TO RETIRING DIRECTORS IN CONSIDERATION 
oF COVENANTS IN RESTRAINT OF TRADE 

Payments were made by the taxpayer company to two of its directors, who 
were about to retire, in consideration of covenants by them barring them 
from engaging in future activities in competition with the company. Held 
that the payments were made for the acquisition of a valuable right and were, 
therefore, a capital expense and consequently were not an allowable deduction 
(Associated Portland Cement Manufacturers Ltd. v. Kerr; Same v. I.R. 
Comrs. [1945] 2 All. E.R. 535). 

Payments of the above nature were held not to be assessable income of the 
recipient (Beak v. Robson [1943] 1 All. E.R. 46). 
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EXPENDITURE RELATING TO ExEMpPpT INCOME 


The company’s income during the year consisted of the exempt proceeds of 
tin-mining operations outside Australia and assessable interest derived almost 
wholly from moneys invested in Australia. The Commissioner allowed a 
deduction equal to 24 per cent. of the interest received, the balance of the 
company’s expenses being treated as incurred in gaining the exempt income. 
The Board of Review held that the allowance was reasonable and confirmed 
the assessment (10 C.T.B.R. Cas. 53). 


The Retail Method of Inventory 


By P. Ross Brown, B.EC., A.1.C.A. 
J 


Recent discussion on methods of stock valuation indicates that, in Australia, 
the Retail Method of Inventory is not well known. The system is widely 
used in the U.S.A., where it is approved by authorities such as Professor 
Malcolm P. McNair of Harvard, Professor Wingate of New York University 
School of Retailing, and the National Retail Dry Goods Association, and is 
permissible for Federal taxation purposes. 

As its name implies, the Retail Method of Inventory is a system devised 
for the valuation of retail store inventories. The basic principle of the system 
is that merchandise is not marked with the cost price when received but is 
simply marked with the selling or retail price. At balancing date the stock is 
“taken” at retail. The total retail value is then reduced to “cost or market 
whichever is the lower’ by deducting therefrom the average percentage mark- 
up of merchandise handled during the trading period, as shown elow. 


Additional Records Required 

To instal the Retail Method of Inventory the following additions to the 
retailer’s normal records are necessary : 

(a) A Selling Price column in the Purchase Journal. 

Each invoice received should have the selling price of every item shown on 
it and extended before it is entered in the Purchase Journal. The retail values 
of ‘the invoices are then entered in the Selling Price column when the pur- 
chases are written up. This is the most convenient place to record retail 
price, although the total of the column is not posted to any account in the 
double entry books. 

(b) Price Change Books to record Markups and Markdowns. 

Every change in prices after receipt of the merchandise must be recorded 
as it is made. It is essential that separate books be maintained for markups 
and markdowns. The particulars which a Price Change Book should record 
are as follows: 

Date of price change. 
Description of goods. 

Reason for price change. 

Old price. 

New price. 

Difference between 4 and 5. 
Quantity of goods on hand. 
Value of price change (6 x 7). 


Calculation of “Cost or Market” from Retail Value of Stock 

The retail value of merchandise at stocktaking date is reduced to “cost or 
market” as shown in the following example. It is assumed that physical 
stocktaking shows the retail value of the stock to be £3,000. The other 
particulars would be taken from the double entry books and the additional 
records enumerated in (a) and (b )above. : 
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Cost Price Selling Price 
RE rs ae £2,000 £3,000 
abe a6: os oe a0, 60 We 3,000 4,500 
Re oe ee 500 « 


Merchandise handled .. .. .. .. .. £5,000 £8,000 
Res cc Saks Se eid we ok 1,000 


£7,000 
“Cost or market” value of 
5,000 
Clos Stock = = 
osing Stoc 8 


The reader may think that the appropriate ratio for calculating the average 


of £3,000 = £1,875. 


, , , _ a , 
cost of inventory should be =~— and that the use of the ratio 8.000 involves 


7,000 
an assumption that all marked down goods have been sold. However, no 


; . . 5,000 . 
such assumption has been made. The reason for using 8000 8 that mark- 


downs, being reductions in selling price, represent reductions in prospective 
profit and the actual loss to the trading period in which they are made is the 
cost equivalent of such markdowns. Applying the average cost percentage of 
merchandise handled to the markdowns we may reckon their cost equivalent as 
5,000 . 
8000 of £1,000 = £625. Had no markdowns been made the cost or market 


alt 


value of closing stock would have been aon of £4,000 = £2,500. Therefore, 


after markdowns the closing stock at cost or market should be £2,500 less 
£625 = £1,875, which is the figure calculated in the example. The use of 
the ratio ei would have given a cost estimate of £2,143, an inflation of 
£268. 


Advantages of the Retail Method of Inventory 
The main advantages of the Retail Method according to Professor McNair 


. es 


1. Stocktaking is rendered much simpler. The possibility of mistakes in 
translating cost codes is eliminated. 

2. Time and cost in marking merchandise is saved. 

3. It facilitates accurate valuation of inventories. Stock is automatically 
depreciated to a figure which will permit the goods to be sold during the 
ensuing trading period at a normal markup. The valuation is conservative 
because, although markdowns have their full influence on the value of closing 
stocks, markups are offset by a corresponding increase in the denominator of 
the ratio used in the calculation. The system is especially useful in cases where 
it is difficult to ascertain market cost price and where market value is less 
than cost. 

4. Progressive statistics of markups and markdowns on merchandise 
handled are readily available for the information of the executives concerned. 


Advantages of Perpetual Retail Inventories 


For little additional labour the Retail Method of Inventory can be extended 
to provide Perpetual Retail Inventories. Stock values at retail can be calcu- 
lated at desired intervals according to the following formula: 

Closing Stock = Opening Stock plus Purchases plus Markups less Sales 
and Markdown. 
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All of these particulars, excepting sales, are obtainable from the records of 
the Retail Method of Inventory. The sales total is, of course, easily obtained 
from the double entry books. 

If Perpetual Retail Inventories are installed the following advantages 
accrue : 

1. Physical stocktaking at retail compared with Perpetual Inventory 
balances will reveal any stock shortages. The system can therefore be used 
to guard against theft and other causes of shortages. 

2. The Perpetual Inventory balances are a guide to merchandising execu- 
tives in the avoidance of over- and under-buying. 

3. The balances are a sound basis for insurance settlements. 

4. Reasonably accurate stock figures for interim trading results are readily 
provided. The system is much superior to an estimate based on an assumed 
gross profit percentage. 


Disadvantages of the Retail Method of Inventory 

It is pointed out by critics of the system that— 

1. The retail value is reduced to “cost or market’’ on the basis of an 
average markup of merchandise handled and it is possible that the goods 
remaining in stock at balancing date may have a greater or lower markup 
than the average. In that case the calculated figure would be inaccurate. 

The danger is recognised by the supporters of the system and is guarded 
against by avoiding putting goods of widely different initial markups in the 
same department. It follows, of course, that the calculations of ‘‘cost’ or 
market” must be made separately for each department. 

In particular, a danger arises when promotional merchandise of very low 
markup is purchased for “Bargain Sales” and brought into ordinary depart- 
mental figures. As very little of this promotional merchandise will usually 
remain in stock at balance date, its effect on lowering average markup would 
be inflationary. This can be guarded against by giving the goods a full 
initial markup and then putting through a markdown to reduce the selling 
price to the correct figure. 

2. The value of the system is dependent on adequate markdowns being 
passed to keep stock prices at reasonable levels. However, the same argument 
applies to more orthodox methods. Under the retail method the danger should 
be less because high retail prices will usually cause low sales and the activities 
of merchandise management in correcting the position will usually include the 
provision of adequate markdowns. . 

3. It involves extra clerical work. As against that argument it may be 
pointed out that for the information yielded by the use of the system the extra 
clerical cost is slight and is offset by reduced cost of marking and stocktaking. 


Summary 

The system has some disadvantages, the chief of which being the use of 
average markups in the cost calculations. However, all stocktaking involves 
a degree of approximation and the inaccuracies of this system would tend to 
cancel out as departmental figures were added together. Moreover the system 
is very conservative, probably more so than orthodox systems, and its advan- 
tages to the merchandise staff are considerable. 

In any case, the fact of its widespread use in the U.S.A. indicates that its 
advantages more than outweigh any shortcomings it may have. As long ago 
as 1923, out of 566 big departmental stores mentioned in the annual Harvard 
Report on Business Conditions 224 used the Retail Method of Inventory, and 
out of 41 big metropolitan specialty stores 30 used the method. Up-to-date 
figures would certainly show increases in the popularity of the system. It 
would seem therefore that a wider use of the system in Australia would be 
justified. 
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Uniform Accounting 
By A. Ciunies Ross, B.SC., F.I.C.A. 


(Being a lecture delivered to members of the Commonwealth Institute of 
Accountants in Canberra and Hobart) 


|. Introductory 

Any lecture in this series is worthy of careful research in order that it may 
add something more or less original to the advancement of the efficiency and 
influence of accountancy. I cannot hope to go far beyond the thoughts and 
suggestions of the many masters of the subject who have been attacking the 
difficulties, inaccuracies and misunderstandings caused by lack of uniformity 
of method and, more particularly, of language. 

I was led to use the problem as the subject of an address by learning 
something of the pre-war German developments in accounting. I was helping 
to edit a translation of a German classic known as The Model Chart of 
Accounts (Der Kontenrahmen) by Prof. Schmalenbach and published in 1928. 
He went so far as to suggest that one chart could be used for every type of 
business undertaking—a somewhat astonishing conception. About the same 
time my somewhat vagrant reading of accounting literature led me to a 
series of articles in The Economist of London, written in 1942, in which 
strong pleas for much greater uniformity in presentation were put forward. 

Thus, even if I do not add very much that is original to the discussions on 
my subject, I may claim distinguished inspirations and hope to point to one 
or two logical developments. 

I propose to divide what I have to’ say into three parts: 

First, the question of terminology—agreement on the use of terms is surely 
an essential preliminary to uniformity of any other nature. 

Second, on the inspiration of Schmalenbach, some thoughts on the uni- 
formity of accounting forms and classification. within any one industry and 
the degree to which it is wise or expedient to devise a uniform system 
throughout the business world. This may seem an ambitious idea if we 
include in that “world” groups so diverse as the primary producer, the 
manufacturer, the distributor (wholesale and retail) and the proprietor of 
one or other of the many forms of service undertaking. 

Third, a kind of result of any conclusion arrived at in the second, uniformity 
in the quantity and nature of the information given by accounts ; in particular, 
by published accounts. 

I may premise that the problem of uniformity is of direct importance to 
many people outside the ranks of professional accountants—or even of the 
managers and directors for whom their efforts have traditionally been exerted. 

Whether the future holds a greater degree of governmental planning or 
not, really comparable figures as between one industry and another will be 
essential. As a writer in The Economist puts jt, 

“If private enterprise is to ‘deliver the goods,’ capital must flow into 
those industries where the return is high and be withdrawn from those 
where it is low.” 

I may comment that the statement should not be taken as being necessarily 
based on the old idea that trading concerns are established for the purpose 
of earning profit. They are in essence established to provide a service and 
rates of return are in fact measures of success in providing it. 

Even if it should happen that private enterprise is not asked to “deliver the 


1. I leave with you, as a somewhat extravagant statement of a little recognised fact, that om 
employee actually works for s boss but with him, and no boss employs anyone for hig own benefi 
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goods” to the same extent as in the past; if it is to be told what goods it is to 
deliver ; if it is to be told how and at what price it is to deliver them, some 
arithmetical measure—and that means monetary measure—must be availab'e 
as a guide to those who will do the telling. I can, with confidence, refer to 
any Government statistician and expect to learn that one of his greatest 
difficulties in the compilation of business statistics is the lack of uniformity 
in language and presentation. 

From yet another point of view, uniformity —as great simplicity as is 
possible—is becoming more and more necessary. I refer to the direct 
relations between employers and employees. The men and women whose 
livelihood depends on the success of the undertaking in which they work 
“want to know”—and I am suggesting that they have a right to know. 


2. Terminology 

This subject has been discussed at length in the accounting literature of the 
last twenty years. As long ago as 1931 the American Institute of Accountants 
published a report, “tentative and subject-to revision,” containing about 700 
definitions. 

In Australia, I may refer, first, to the address of Mr. A. A. Fitzgerald at 
the Australasian Congress of Accounting in Melbourne in 1936. That address 
was followed by a resolution that the institutes should give early consideration 
to proposals included in the address. 

I may mention also the abortive effort of the Standards Association of 
Australia to extend its principles into the accounting field. It was abortive 
because of the pessimism—or, should I say ?, conservatism—of the accountants 
called upon to assist. So far as I am aware, nothing came of the resolution 
passed at the Congress. 

And yet there remain in use words which have different meanings as 
between one concern and another (to name only one, think of that funda- 
mental word “depreciation” ) ; and also sets of synonyms of which all but one 
are superfluous—a well-known example is: indirect expense, overhead, on- 
cost. burden, and expense. 

There are few accountants who are satisfied to keep their eyes solely to their 
own books—and still fewer managers who do not wish to measure their 
efficiency against that of other concerns or against some standard. But they 
have to be very careful: a variation in the name of an account mav indicate 
a variation in content—or it may not. The application of statistical method 
to business figures is coming more and more into use and any statistician will 
agree that a first pre-reauisite to any statistical investigation is the definition 
of his units—a word which itself has, unfortunate!y, a special statistical sense. 

The border-line between accounting and economics provides many examples 
of trouble that may be caused by using the same word in differing senses. 
I need onlv mention such fundamental terms as “capital,” “credit,” “cost” 
and “profit” to call to the minds of anyone who has done any walking in the 
two fields examples of confusion of thought arising from lack of precision 
in the use of terms. 

I may mention a few examples taken from the accounting field: 

(i) Some Companies Acts contain a provision that no published document 
may contain any representation that a companv has a reserve fund unless the 
fund is actually existing. The Acts do not define either “reserve” or “fund.” 
but the report of the American Institute of Accountants gives no fewer than 
39 terms in which “reserve” appears and 24 in which “fund” appears; 
“reserve fund” is not one of them. 

(ii) The word “surplus” is commonly used by Americans but it is scarcely 
known. in- Australian accounts; we appear to prefer the cumbersome “profit 
and loss balance” or “appropriation balance.” They also use the term 
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“obligation” in nearly the same sense as “liability’—with a useful reminder 
added. 

(iii) Bringing in “depreciation” again, its vagueness is not only a matter 
of method of calculation but also of content: does it, for example, mean in 
any particular case an actual estimate of the value of an asset used up in 
production or this plus an allowance for obsolescence? 

Perhaps I may summarise my main point by saying that pessimism about 
the possibility of uniform terminology should be rejected. You may remember 
a discussion between Alice and Humpty Dumpty, in which he ejaculated, 
“There’s glory for you,” and she replied— 

A.: “I don’t know what you mean by ‘glory.’ ” 

H.: “Of course you don’t—till I tell you. I meant ‘there’s a nice knock- 
down’ argument for you.’ ” ' 

A.: “But ‘glory’ doesn’t mean ‘a nice knock-down argument. 

H.: “When 7 use a word, it means just what I choose it to mean—neither 
more nor less.” 

A.: “The question is whether you can make words mean so many different 
things.” 

H.: “The question is, which is to be master?—that’s all.” 


> 


3. Terminology in Natural Science 


This problem of mastership may be seen in the terminology of the physical 
sciences. Whenever a new concept makes its appearance, a new word is, as 
a rule, coined; one is certainly found as soon as the concept is accepted as 
useful and becomes measurable. I may instance telegraphy, inductance, 
refraction, erg, and volt. Or, to look at the practice of the biological sciences 
in their descriptive phases, there are the definite descriptions of genera and 
species. Any investigator who believes he has found a new one gives it a 
name of its own and describes it so that anyone else may be able to decide 
whether in fact it is a new one or a mere variation of an old one.” 

How could these ideas be applied to our problem? Here is an example: 
The Standardisation Committee uf Sweden in a report in 1937 specifically 
recommended that interest should be included in “cost” (you recognise the 
old discussion). It actually went further to suggest that the word should 
include all expenses related to a product until it had been delivered and 
payment received. The report also divides manufacturing expenses into two 
groups: ° 

(i) those directly related to work in the factory, such as repairs, auxiliary 
material, and rent of plant. These an American translation calls 
“labour oncost’”—surely a very unhappy term; 

(ii) such things as insurance on work-in-progress, interest, and wasted 
material. For these, the translator cannot find a name. He should 
have given an opinion as to whether this division was of permanent 
value and, if he felt that it was, have suggested a name (a “species” 
of the genus “manufacturing expense”) for international use. 

I have referred to the well-known difficulty about the inclusion of interest 
in “cost.” The argument that, for some purposes, it should be included and 
for others it should or need not be, is not conclusive in this connection. Why 
not have two words: for example, “telos” and “sumptus,” which references to 
dictionaries tell me are respectively Greek and Latin for “cost”? 


4. Governmental Action 
Somewhat daringly, I am going to suggest that a governmental authority, 
Federal or State, might take a direct interest in the matter. Any decisions 


2. I may mention that Eucalyptus Rossii has been accepted but that Acacia Clunies-Rossiae 
appears to be*doubtful. 
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come to by a committee appointed for the purpose would at least provide a 
set of persuasive precedents. 

I am aware that governments shrink from decreeing definitions except “for 
the purposes of this Act” and “unless the context otherwise implies.” 
Draftsmen have, too, a way of saying that a term “includes” certain things, 
leaving it to the court to decide what it doesn’t include.’ 

Nevertheless, general definitions have made their appearance. The Acts 
Interpretation Act gives meanings for “person,” “land,” “month” and “estate.” 
The Sale of Goods Acts provide definitions which have acquired fairly general 
acceptance. 

The Companies Acts go some distance, but sheer away from “profit” and 
“capital.”4 The Cohen Report® recommends definitions of fixed and current 
assets and even of those much discussed terms “reserves” and “provisions.” 
In comment on the suggested definitions, I may admit that they will not 
satisfy everybody, but;—“‘who’s to be master ?” 

The Wartime (Company) Tax Assessment Act attacks “capital” for its 
own purposes with some little success, but I suppose I shall be accused of 
facetiousness if I sugggest that the amount defined by the Act could well have 
been given a special name: “warcap” occurs to me, but it’s not pretty. 


5. Uniformity in Form 

I introduce this part of my theme by a few quotations which do not entirely 
support it but have definite relevance. 

(a) From a Code of Accounting Principles by Sanders, Hatfield and 
Moore. They refer to a “considerable demand for a uniform form of 
balance sheet and income statement” but are of opinion that essential dif- 
ferences between industries render complete uniformity undesirable. They 


add: 
“The great industrial companies of the country are so vast and complex that it is 
better to have their own statements in the form which seems to them preferable.” 


This last statement is by no means a cogent argument: size should not be 


allowed to overwhelm principle. 
(b) From “Company Control by Publicity’—The Economist of London, 
April 5, 1942: 

“If all the companies were required to publish the information suggested above, 
in addition to that already laid down, it would be possible, with a modicum of skill, 
to interpret accounts, despite the flagrant lack of uniformity in their form and 
language used to describe the various items. There would appear, however, to be no 
reason for not insisting upon uniformity of form and language once uniformity of 
information were prescribed. This wider uniformity would tremendously simplify 
the work of all concerned. It would doubtless be impossible to draw up one form of 
accounts which would be suitable for a bank, a railway, a manufacturing concern, a 
rubber plantation company, or an enterprise giving advice on industrial management. 
But it should be possible to prescribe one form for each, and the more complete the 
information demanded, the easicr it is to draw up the prescription.” 


(c) The second quotation is perhaps more directly relevant to the third 
part of this address, but my third quotation refers directly to the question 
of systems. It is from an author who shall for the moment be nameless and 
whose words have been slightly localised : 


3. I am credibly informed that a New Zealand amending act relating to employment in 
laundries stated that “for the purposes of the Act” the term “female under 18” shall include 
“Chinamen of any age.” 

4. The Victorian Act provides a somewhat amusing example of the liking of draftsmen for 
two negatives—not always adding up to one positive. The Act retains the ancient prohibition 
against payment of dividends except out of profits but adds heavy penalties for the unfortunate 
director who authorises such payment “out of what he knows not to profits.” 

5. The report of a committee, under the chairmanship of Mr. Justice Cohen, appointed by the 
President of the Board of Trade “to consider and report what major amendments are desirable in 
the Companies Act, 1929, and, in particular, to review the requirements prescribed in regard to t 
ae and affairs of companies and the safeguards afforded for investors and for the public 

6. Dr. T. H. Sanders of the Graduate School of Business Administration, Harvard; Prof. H. R. 
Hatfield, University of California; Prof. Underhill Moore, of Yale. Published @h 1938 by the 
American Institute of Accountants. 
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“The aims of Australian economy ca# for increased output and efficiency from 
business undertakings. The fulfilment of this great task requires a thorough knowledge 
and a close control of all business transactions. Thus a well-developed accounting 
system is a primary factor in the re-organisation of industry. The public interest 
demands that the accounting systems of all firms should be arranged on uniform 
principles. Systematic mutual exchange of experience, especially in the form of 
comparative analysis of companies, will help towards this end.” 


6. German Standardisation 

I can believe that the quotation awakened some affirmative response in your 
minds and that you may be surprised that the person responsible (I don’t say 
the “author”) was one Hermann Goering in a Decree of 1937. It has the 
attractive title of “Grundsatze fir Buchhaltungsrichtlinien” (Principles of 
Bookkeeping Regulations) .? 

The Decree included a Model Chart of Accounts (Der Kontenrahmen), 
taken with a few modifications from Schmalenbach’s text on uniform account- 
ing published in 1928.8 The modifications to some extent reflect a change in 
national outlook in 1933 which would not agree with Schmalenbach’s views 
on one result which he sees coming from the adoption of his ideas. He 
believes that his chart, and plans of accounts based on it, will help to produce 
a better type of manager, of foreman, and even of individual operative. 

“The decentralised system uses the assumption that a works manager or foreman 
is an intelligent person who knows how to develop the best working procedure... . ; 
it gives him sufficient assistance to concentrate all his powers and keenness on that 
development. This is achieved by keeping accounts for his section or department in 
such a way that the results show up his good and bad deeds.”9 
I am tempted to quote further because of the inherent interest of the 

attitude of this German to bureaucracy and of his connection between account- 
ing systems and the spirit in a factory. But my subject calls me to look at 
Schmalenbach’s chart (Fig. 1) and to compare it with the corresponding 
document authorised—or enjoined—in the Decree of 1937. 

In class O are included what are called “ruhende” accounts. This means 
literally “resting,” but I have suggested the word “static” to indicate the 
small amount of “movement” that takes.place in them in the trading period. 
Singer’s translation of the Decree calls the class “Long-term Capital,” but 
note that both debit and credit items appear. 

The heading “Finance” is perhaps not a very satisfactory name for Class 1. 
Singer uses “Liquid and Current Assets and Liabilities’—not much better, 
though indicating the contents. They are accounts recording contacts with 
the outside world—hence stocks are not included. ' 

Class 2 accounts are, literally, “neutral.”” The term used shows the principle 
of separation; it is certainly better than Singer’s “adjustment,” which has 
another connotation. 

The first three classes are concerned with the “financial” accounting of the 
concern, as distinct from the “costing” or managerial accounting of classes 
3to9. Classes O and 1 include all that are needed for the balance sheet. 

You will note that class 5 is “free.” Schmalenbach left this to provide 
additional flexibility. It may be used for either job-costing records or for 
accounts of administrative departments in concerns where another class such 
as 6 did not provide enough headings. The Decree also leaves one class 
free but numbers it 6—in order, presumably, not to copy slavishly the pre- 
Nazi scheme. 

I may mention that General Motors Dealers’ Standard Accounting System, 
which covers a very wide fie'd, uses only classes which (if numbered with the 

7. As translated by Dr. H. W. Singer in Standardised Accounting in Germany, published in 1944 
by the National Institute of Econcmic and Social Research of Britain. 


8. S:hmalenbach was until 1933 (probably a significant date) in charge of the standardisation 
nae as chairman of the Management Sub-Committee of the Reich Economic Development 


®. Translated by C. J. Berg, A.1.c.A., of Sydney. 
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use of “O”) would be O, 2, 3, 4, 6, and 8, and few, if any, of the systems 
of numeration find it necessary to use more than eight classes. 

On looking at the Model Chart on the costing side, we note classes 3 and 4 
as covering “cost types” or “types of expenditure,” divided into special 
(class 4) and those “not elsewhere included” (class 3). The Decree puts all 
“materials” into its class 3, uses class 4 for “cost categories” (Singer's 
“types” ), and 5 for “costs at departmental prices.” This last class indicates 
a standard practice of fixed rates of transfer for material, wages, and oncosts, 
which the original does not necessarily call for. 

The examples of sub-classes in-classes 3 and 4 are noteworthy for their 
obvious flexibility to suit different varieties of business. Expenditure of the 
various types. (Kostenarten) passes through these accounts for distribution 
to “cost-bearers” (Kostentragen) in class 8. 

Classes 6 and 7 are used for cost or production “centres” (Kostenstellen ) .1° 
In these there is provision for dissection between “departments”; 6 covers 
“Service” and 7 “Productive.” The ten sub-classes in 7 are divided between 
fixed and variable costs, a division which is adopted in the General Motors 
scheme referred to above. 

Classes 8 and 9 almost speak for themselves, though the term “cost bearers” 
may be somewhat strange. It is, however, quite a good name for the products 
which do, in fact, “bear” the costs. 

Schmalenbach’s Model Chart was put forward in 1928 and since then scores, 
if not hundreds, of schemes of classification have been designed for industries 
as different (e.g.) as electrical wholesalers, macaroni manufacturers, paper 
box makers, oil refiners, and farm equipment dealers. - Unfortunately the 
designers do not seem to have realised how great a proportion of the accounts 
are almost identical in function. Systems of numeration vary greatly and 


little attention appears to have been paid to the possibilities of a wider 
uniformity. 

Little has been done in Australia even within industries, though the advan- 
tages would appear to be obvious. It is submitted that Schmalenbach’s 
principles of division are sound and could well form a basis for discussion 
even on the wider question. It can undoubtedly be adapted to fit many 
different forms of productive activity." 


9. Form of Presentation 

Implicit in what has been said is the possibility of finding a “one best way” 
of classifying accounts for any specified group of business undertakings and 
of making a considerable advance towards general uniformity. 

Whatever the possibilities in regard to internal classification, there is little 
doubt that uniformity in regard to presentation of financial statements is well 
worth striving for and should be within the realms of possibility. 

I propose to examine the problem as it affects the final statements of a 
public company. There are, of course, two statements in question: the 
Revenue Statement or Profit and Loss Account?” and the Balance Sheet. 

I shall not here discuss the question whether any effort should be made to 


10. Singer mentions a case where an enthusiastic classifier dissected overheads of 170,0°0 
reichsmarks (about £14,000) into 50 categories and allccated to over 40 “‘centres’—over 2,000 
accounts. This was condemned as doing more harm than good. 

11. I may summarise the progress of the German decree. The whole economy was divided into 
six national branches: Industry, Handicrafts, Distribution, Banking, Insurance, and Power. 
Excluding handicrafts (which was divided into a number of “guild associations,”) there were in 
all 20 groups and industry had 28 sub-groups. By the end of 1938, the chart had been introduced 
by 9 groups out of 33; by mid-1939, by @ further 15. Jamary 1, 1940, was the “appointed date,” 
but Singer was unaware how many more had fitted into the scheme. It appears that even in a 
totalitarian state there was considerable conservative opposition, though a commentator remarked 
that “the conviction of the necessity and desirability of standardised plans of accounts has 
penetrated surprisingly quickly.” It is one of the minor tragedies of the war that such a scheme 
was rudely interrupted by Allied interference. 

12. Incidentally, I have a little quarrel with the traditional name “Profit and Loss Account.” 
It implies that items on the credit side are profits and those on the debit side losses, whereas if 
the terms are used in their everyday senses, the profit or the loss is the balance of the account. The 
name “Profit or Less Account” would be more logical; even better as “Income Account” or 
“Revenue Account,” while “Progress Account” or “Result Account” tells its purpose more clearly. 
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decide by external influence problems which trouble managers and on the 
solution of which they may obtain little decisive assistance from accountants 
as such. To mention one such problem: What is the “correct” method of 
valuing stocks at balancing date? There has been much criticism against the 
“golden rule” of “cost or market whichever is the lower.” This is based on 
a convention of conservative statement of profit; the question is, should 
this rule or any other be fixed? The Cohen Report does not attack 
this precise point but recommends that “if in any such period a material 
change is made in the basis on which the amount of any item is calculated, 
attention shall be called to the change and to the effect thereof by way of 
note on the (profit and loss) account.” 


10. Revenue Statement 

This is, from one point of view, an independent document setting out facts 
about the events of a trading period; as such, it is of most direct importance 
to managers and analysis is required for departmental purposes or even, as 
suggested in the second section of this address, for the guidance of foremen 
and individual operatives. 

From another point of view, it is a history of the events which led from 
the position shown on the balance sheet at one balancing date to that shown 
at the next. As such, it may be considered to be nearly, if not quite, as 
important as the balance sheet to everyone interested in the welfare of the 
undertaking—shareholders, creditors, and prospective investors—but, so far 
as legislation is concerned, it has remained a secret document. The latest 
revision of the Victorian Act made a step in the direction of publicity, and 
the Cohen Report would go even further. But both are content to begin with 
“net balance of profit or loss on trading” and “amount of profit or loss” 
respectively; this balance conceals crucial data. The Act and the Report 
insist on separate disclosure of amounts charged for depreciation or amor- 
tisation, and a number of non-operating income and expense items. 

The Act repeats the necessity for disclosing directors’ fees, but the Report 
asks for the “total emoluments attaching to the office of director as such.” 
This overcomes the interpretation of the word “fees” which has stultified the 
apparent original intention of the provision.'* 

In suggesting that the provisions of the Victorian Act and the recom- 
mendations of the Cohen Committee do not go far enough, I am supported 
by an editorial writer in The Economist: 

“In the interests both of the proprietors and of the public it is desirable 
that the publication of a trading account should be made obligatory. This 
should show, as a minimum, what is spent on wages, as well as on com- 
modities, the later being already required for the details of the stock position.” 


Revenue Statement for Year ended December 31, 19... 


£ £ Last period 

Cc ee gn gk ie Ne 50,000 
Deduct Expenses— 
Production 

(a) Wages .. 

(b) Materials se..o% 

(c) Works Expenses! 

(d) Sub-contracts 

34,500 


Gross MaRGIN .... .. 15,500 


13. It is not difficult to understand directors’ objection to the disclosure of their “emoluments” 
if these are in fact out of proportion to the actual service rendered, but if this disclcsure is 
accompanied by others, such as total wage: paid, which showed that their skill and qualification 
held together a business dispensing, say, £200,000 in wages, the most violent critic would agree 
that they earned their money. 
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Gross MARGIN .. .. .. 15,500 
Selling and Distribution? .. .. 2,000 


Administration and 
Manngement® .. .. 2. 05 « 3,000 


I oh tesla? ore Mia tae aloe Secs 500 


OPERATIONAL PROFIT .. 
Other Deductions .. .. ... 


Interest on Fixed Loans . 


Dividends from— 
(a) Subsidiary Companies 
(b) Associated Companies .. 
(c) Other Companies. .. .. 


Special Income® .. 


Taxation Provisions® .. .. .. 


Net Prorit for the year .. 


Surplus from Last Year .. .. .. 
Deduct Final Dividend .. 


AVAILABLE FOR APPROPRIATION 


Proposed Appropriation— 
(a) Reserve Funds? .. 
(b) Dividends® . 


SuRPLUs carried forward .. . 


. Includes Depreciation: Buildings .. .. .. .... .. .. 
sat an sacs sags alte mite Jack 
Tools .. bene See See 
. Includes Provision for Bad Debts .. .. .. .. .. ... 
. Includes: Payments to Directors .. .. .. .. 
Depreciation—Furniture, etc. . 
No director received any emolument from any 
subsidiary company. 
. Loss on sale of land. 
. Profit on sale of shares. 
. Income Tax, Wartime (Company) Tax, 
Undistributed Profits Tax. 
. Redemption of Debentures. 
General. 
8. Preference. 
Ordinary. 


11. A Possible Standard Statement 


I submit a form of revenue statement which incorporates some suggestions 
of the Cohen Report but which goes further. In the first place, it discards the 
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two-sided form of account which, however advisable as part of the double- 
entry accounts themselves, has never had much virtue for presentation of the 
history of the period. 

In the second, it specifically provides for trading figures. Some large 
companies already give these, but I fail to see why the practice should not 
become the standard. The contention that disclosure of sales, wages, etc., 
would give useful information to competitors does not carry much weight if 
everybody discloses them. 

Thirdly, there is the suggested unloading of details from the main statement 
and providing them in the form of notes. 

I anticipate drastic comment on the form submitted, but submit that there 
are good reasons behind it and that any opposition must provide equally good 
ones, not based merely on tradition or prejudice. 


12. The Balance Sheet 


For many years this document was, with some intentions it would appear, 
unintelligible to all but those versed in its jargon and conventions—and even 
they could not depend upon uniformity of terminology or upon any real 
attempt at accuracy. It is not many years since the chairman of am English 
company remarked : 


“The items on which different views can be taken, sometimes with perfect 
honesty and sometimes with less, sometimes with prudent foresight and some- 
times with light-hearted lack of it, are legion, and between the two extremes 
I would almost undertake to draw up two balance sheets for the same 
company, both coming within an auditor’s statutory certificate, in which 
practically the only recognisable items would be the name and the capital 
authorised and issued... . 


“T do not think it would be too cynical to say that the ordinary shareholder 
is lucky if he can read from the figures of a balance sheet more than an idea 
of the general tendency forward or backward.” 


He then cheerfully admitted that “we bring in only just so much as we 
require to pay the dividends we recommend and to place to general reserve, 
or add to the carry forward, so much as we consider will make a ‘pretty’ 
balance sheet.’’!4 


The above remarks are concerned directly with truth on balance sheets; 
indirectly they have to do with uniformity—for the more the detail which is 
required in any uniform scheme of display, the greater the likelihood that the 
figures will be true. At least, the degree of accuracy will have to be shown. 


The still unsatisfactory nature of many balance sheets is a relic of the days 
in which the first Companies Act was passed. I think we mav deduce that 
that Act was based on two unfortunate assumptions: (a) that members 
(shareholders) would not be so definitely absentee owners or so apathetic 
as to leave all effective interest in the company’s welfare to professional 
directors; and (b) that the only people who have any interest in, or rights to 
know of, that welfare were the members. In other words, employees, whose 
welfare is at least as much bound up with that of the company as the members’, 
have no right to understand its financial aspects.!® 


one in Among the Balance Sheets, by the Editor of Finance and Commerce. (Gee & Co., 

15. The device of workers’ shares as set out in the Companies Act of N.S.W., taken from the 
labour shares of the New Zealand Act, are a step away from that attitude but I cannot cite any 
company that has used it. Few people even know that such shares may be issued or that the 
statute is sufficiently democratic to group together as “workers” the managing director, the sales 
manager, the chief accountant, operatives, and office boys. 
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To reiterate the point I am endeavouring to make, I may again quote from 
The Economist : 

“Tt is a somewhat ironical position that it is quite likely to be the demands 
of labour which will persuade the directors to give that accurate account of 
their stewardship which, in theory, the law has always guaranteed to those 
who risk their capital in the enterprise. The law never appears even to have 
contemplated that there was any such duty to the employee, though it is only 
fair to say that in some cases both management and directorate have realised 
the existence of this duty and have fulfilled it—with highly gratifying results. 
It is also only fair to state that there are companies which give much more 
information than the prescribed minimum, just as there are others which 
adopt every legal expedient to withhold information which the law intended 
to be disclosed. 

“The few company directorates who publish full and reasonably truthful 
accounts and who explain them in some detail both to shareholders and to 
their workpeople, with a brief survey of the main conditions affecting the 
past and future operations of the company, set an example which should be 
universally followed. It is not proposed for the moment to set out in detail 
the reforms which are requisite, but leaving on one side balance sheets, the 
figures of profit should be given in such a form as to provide a test of the 
relative efficiency of the management, and the net amount available for the 
proprietors should be disclosed, without concealing adventitious aids or tuck- 
ing away secret reserves against a rainy day. Further, the nature of the 
appropriations from this figure, and in particular the extent to which they 
are provisions for past liabilities or future possibilities, should be clearly 
stated. This would, of course, entail revealing information about the com- 
pany which directorates have in the past considered it essential to conceal 
from their competitors. But the intelligent competitor can, if he thinks it 
worth while, secure, without much expense, more information than the most 
intransigeant workman or shareholder is likely to demand.” 


X.Y.Z. Lim1tep 
Balance Sheet as at June 30, 194... 


Authorised Capital: (as required by the Companies Act). 
(Roman numerals refer to detailed Schedules below.) 
Last 


Shareholders Funds: £ Balance Sheet 


Preference Capital—paid up .. .. .. .. .. 67,100 
Ordinary Capital—paid up .. .. .. .. .. 58,400 


125,500 


Total Paid-up Capital .. .. . 
re ee ee 
CE 266 56 kk ae: be Wel i 42,600 


£68,800 
111,400 
Total Shareholders’ Funds .. .. .. 236,900 


Represented by— 
SS SO ree eee 
B. Investments, etc. — Subsidiary and 
and Other Companies .. .. .. .. 
C. Net Liquid Assets .. 





1946 THE AUSTRALIAN ACCOUNTANT 


Composed as under— 
IV A. Fixed Assets 
At cost, less Sales and Deprecia- 
tion—last Balance Sheet .. ; 
Add Additions, less Sales rained the 
Wis «<« % 


39,300 
Deduct Depreciation written off .. .. 2,500 


36,800 
Deduct Debentures, secured on plant .. 6,000 


30,800 


Subsidiary Companies 
Shares at cost, less amounts written off 60,800 
Current Accounts, less amounts written 


96,700 
Deduct Amounts due to such companies —_ 13,500 


83,200 
Other Companies 
(a) Shares—quoted .. .. .. ..... 6,500 
(b) Shares—unquoted .. .. .. .. .. 5,100 


94,800 


Current Assets 

Cash at Bank and on hand .. .. .. 41,200 
Sundry amounts due and Prepay ments 71,900 
Stock-in-trade and work-in-progress .. 28,200 


141,300 
Deduct Contingency Reserve .. .. .. 800 


140,500 
Deduct Current Liabilities .. .. .. .. 29,200 


£111,300 


Schedules—showing, in each relevant case, relation to last balance sheet. 


Details, by classes, of shares issued; uncalled capital and arrears of calls (if 


any); shares under option. 


Reserves in classes, if more than one; premium on share capital ,and other 


“unearned” reserves; investments held. 

Last figure, plus profit (or minus loss), minus appropriations in detail. 

Duly classified, showing for each class: basis of valuation, additions, sales, 
provisions for depreciation and/or depletion.. 


Rate of interest; currency; provision for redemption; any available for “re-issue. 
Names of companies ; cost and market value, if available; if not, present estimated 


value; degree of ownership. 


Names of companies where investment is substantial; cost and value as in VI. 
Debtors, with indication of proportion overdue; bills; provision for bad debts; 


loans to directors, shareholders, and employees ; prepayments. 


Divided between raw material; work-in-progress; and finished goods—with basis 


of valuation. 
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Meaning and source. 
Trade creditors; bills; loans from directors, etc.; accruals. 


(a) Statement about contingent liabilities; arrears of preference dividend. 

(b) Deferred charges; intangible assets, where present, to be shown separately, 

(c) Reference to proposed large expenditure on fixed assets. 

(d) Reference to any changes in basis of valuation of any asset since last balance 
sheet. 


13. Draft Balance Sheet 


I submit an example of a possible uniform type of balance sheet. It happens 
to be taken, with slight modification, from an actual published document— 
“slight,” that is, as regards figures and terminology. The adoption of a one- 
sided form and relegation of details to schedules are not perhaps “slight.” 
But even the one-sidedness’® is adopted by at least one English company, 
Crompton, Parkinson Ltd., no insignificant affair, as its total assets were 
about £2,500,000 in 1937. I suggest that, though the balance sheet contains 
a few items which would not appear in many balance sheets, there is no term 
in it which could not be given a a standardised meaning and also that there are 
very few companies whose accounts would not fit into the scheme. 

The example may be expected to shock some of my conservative friends. 
For one thing, it does not “look like a balance sheet.” But, then, why should 
it? The modern document is very different in objective and content from 
what it was when the bilateral form was fixed. Traditions should be taken 
out and examined at intervals to see whether they have outlived their use- 
fulness. 

The use of schedules to remove details from the main statement of assets 
and their sources may be questioned but may be justified in that it allows the 
investor or other interested party to see the general position at a glance. If 
he wishes to go further, the schedules are there; if he does not, he at least 
knows that the summarised figures are supported by details. 

It is worthy of note that most authorities who have expressed opinions on 
this matter are emphatic that comparative figures should be given—for the 
last period in the case of the revenue statement, or for the last balance sheet 
in the case of the “static” statement. 

To quote once more from The Economist in “Company Control by Pub- 
licity.”” The writer first suggests that disclosure of such things as I have 
indicated in Schedules IV, VI, VIII, and IX would make it “possible to 
determine the true distributable profit’ and to determine “how much capital 
was really being ploughed back into the business.” He proceeds: 

“This would tend to accelerate the flow of capital into industries where the 
reward was high and to avoid over-investment in those where it was low or 
falling. It would also provide a measure of the real return on equity shares, 
and an indication of how much of the national capital was invested in any 
given industry. All this information is valuable in any system. It will become 
essential if the direction of industrial development is to be the subject of 
control by a national or international body. It is also desirable that the 
distinction which is frequently made between investments in gilt-edged stocks, 
in other securities and in holdings associated with the company’s business 
should be made general.” 


14. Conclusion 

I hope that what I have said will have indicated that the suggestions with 
which I began are not without weight, that a considerably greater degree of 
uniformity than is at present in use is not only possible—despite the pessimism 
of some writers—but almost essential. In whatever direction our economic 
system may develop—whether towards more or less centralised control— 


16. I nearly said ‘“‘unilaterality,” in order to give the anti-sespedalianists a treat. 
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more definiteness in respect of financial relationships will be necessary. There 
must be more definiteness as to costs and as to the result of private and 
governmental undertakings; in other words, there is little doubt that that 
greater uniformity—in terminology, in internal methods, and in external 
presentation—will make its appearance, either adopted by industrial or pro- 
fessional bodies, or enforced by legislation. 

Economists may work out general theories of profit and interest and 
investment, of monopoly and duopoly, of marginal reward for capital, and the 
like. Members of parliament may legislate, with or without the assistance of 
the said economists. But the testing of the theories, the measuring of the 
effects of legislation, comes back to the accountant—the man who deals with 
the individual undertaking, small or large, the man who records the work and 
the wealth of men and women. 

If the accountant is to perform his duty, not only to his immediate client 
or superior officer but to the community at large, his records must not only 
be as truthful as possible but must tell that truth—an ideal which demands 
simplicity and, as a basis for simplicity, uniformity in the senses in which | 
have tried to put it before you. 





Types of Costing Systems 
By R. G. JACKSON, A.C.A.A. 


(Being a lecture delivered before members of the Institute of Industrial 
Management Cost Control Group on January 21, 1946) 


Major Types oF ACTIVITY 

To management generally the title of the subject for consideration to-night 
is not very illuminating, and quite possibly creates a mental picture of more 
clerks, more paper, and—no results! For a little while, however, let us 
review the major functions of management and, in consequence, the demands 
to be made of that tool with which we are particularly concerned, cost control. 

Not only text book authorities, but all those who are actively engaged in 
the art of management, agree that management as such is concerned primarily 
with (a) planning, (b) co-ordination, and (c) control. Examine the economic 
structure of any community and it will be found that the three functions 
indicated are required for the efficient conduct of each and every part of the 
organism, if we may so term it. 

To use a simile familiar to all, the economic organism may be likened to a 
human being whose composition can be analysed into the constituent parts of 
body, mind and spirit, and, in translation, we find the economic activity of a 
community to flow through three main channels—industry, commerce, and 
administration. In actual fact, of course, the three factors are inextricably 
interwoven, but nevertheless there are characteristics which assist the observer 
to classify, in some measure at least, the distinct movements of the differing 
forces. 

Now cost accounting was born jn industry and; with its development of 
cost control, was regarded for many years as applicable only to the factory. 
Maturity of thought, however, has evolved the concepts of the existence of 
cost factors in both of the other two divisions of economic activity, and while 
applications of cost accounting and costing systems to other than purely 
industrial organisations are still relatively few, we do well to realise that our 
management tool is of use not only amidst the whir of wheels and clang of 
hammers, but that it may be equally valuable in the market place and in the 
halls of legislature. 
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A brief illustration of each major activity will suffice to focus our thinking. 
and so taking each distinct characteristic in turn we have: 
(a) Industrial—(1) Textile factory. 
(2) Engineering factory. 
(3) Paper manufacturing plant. 
(4) Food production. 
(b) Commercial—(1) Banking. 
(2) Warehousing. 
(3) Retail stores. 
(c) Administrative—(1) Hospitals. 
(2) Public utilities and services. 
(3) Governmental administrations, e.g., Police 
Departments or Social Services. 
The itemisation set out is by no means exhaustive, and serves merely to 
draw attention to the extensive range of the field of observation. 


Sub-Groupings 

After a survey of the whole field, we must give consideration to the factors 
common to each of the divisions—there must be sub-groupings which will 
give emphasis to those features from which may be derived facts to enable a 
correct classification for the introduction and development of a costing system. 

Difficulties in terminology create for the lecturer several problems in the 
presentation of material, and so in the schedule of sub-groupings here given 
the notation used is more for convenience in the conveyance of the underlying 
ideas than for precision in phraseology. For the present, the following 
definitions can be considered : 


1. Jobbing 


The construction of an article, or performance of a function entirely 
dissimilar in its constituency to any others made or undertaken by the 
organisation concerned. 

2. Mass-production 


The repetitive construction of large quantities of identical articles, or the 
performance on a large scale of identical functions. 


3. Process 

The performance of various activities whereby a material or combination 
of materials is so altered as to lose the identity of its constituent parts and 
become an entirely new product. 


4. Joint and By-products 

The treatment of materials or performance of functions in such a manner 
as to emerge in the derivation of entirely separate and distinct ultimate 
materials or results. 


5. Services 
The operation of equipment and/or the co-ordination of human effort to 
provide some material benefit to its recipients. 


ANALYSIS AND CLASSIFICATION 


A little reflection will soon reveal that there is no clear demarcation between 
one kind of activity and another. There is a continual overlapping of 
characteristics and at times even a difficulty in arriving at any decision regard- 
ing their inherent nature. Management, therefore, requires some indicators 
to guide it, some basic formulae for the correct application of its costing tool. 
Much confusion will be avoided if those responsible for the application of 
costing systems recognise clearly three fundamental factors: 
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A. What information is required. - 

B. What basic sources there are for the provision of the information. 

C. What is the best method of collating the information made available. 

The detailed application of each of these questions is a matter of individual 
practice, but regard can be had to some general features. Firstly, if the 
product or service is such that identification of costs relative to individual 
lots or units is of little importance, then obviously the introduction of a 
system designed to record these costs in surely uneconomic, and the informa- 
tion required is that which will reveal comparative efficiencies of operations 
or processes. Similarly the management of a governmental authority may 
not be concerned with profit margins or with actual unit costs, but rather 
with figures relative to some predetermined base of operations, as for example, 
Police Department maintenance in relation to population, analysed by areas 
of operation. In the concept described, there is little to suggest the orthodox 
accounting routine, and stress is laid upon the fact that while good accountanev 
isa very valuable adjunct to cost accounting, the cost accountant must not he 
confined within the limit of strict text-book theory if he is to prove of real 
value to management. Nevertheless, management, for its part, must be 
educated as to what information can be made available, and being available, 
as to how it can be used to the greatest advantage. 

A closer exmination of the first question will indicate the necessity for 
determination of several items and a brief classification is suggested in the 
following outline : 

A. Markets: (1) Is selling price dependent upon internal or external 

factors ?—What are they? 
Is distribution important? How and why? 
Do consumer types vary? In what way? 
B. Product: Can constituent parts be modified or varied? What 
effect will substitute materials have ? 
What are relative proportions of cost elements ? 
What effects will alteration of labour methods have? 
What is the best sort of labour to use? 
Service: (1) Where can service be improved? 

(2) What effect will policy alteration have? 

(3) Are efficiencies improving ? 

From these or other similar questions management must decide which are 
the most important and therefrom schedule the information to enable it to 
operate successfully. 

The second question calls for a close investigation of the facts available 
within the structure of the industry or organisation, and it is well to note that 
such enquiry cannot be confined to the accounting and recording activities 
only; attention must be directed to the functional aspects of the business, to 
the technical processes involved, and to the human relationships which exist. 
For example, a resolution to set up cost comparisons between two warehouse 
departments will be futile if investigation indicates that the functional relation- 
ships of one to the remainder of the organisation is entirely dissimilar to those 
of the second department. Again, costing of two clerical tasks necessarily 
cannot be undertaken until analysis has determined the actual nature of those 
tasks. Executives, therefore, who wish to employ our tool must make sure 
that bases of operation do exist, and that, existing, they are resolved into their 
elemental forms. 

Question three can be satisfactorily answered only if we are in a position 
to appreciate the advantages and disadvantages of varying systems, and with 
this aspect of the problem the next section of the paper will be concerned. 
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The art or science, if such it yet is, “of cost accounting, in common with 
most of the professions, is evolving a language of its own, but the standardisa- 
tion of terms is far from complete, and therefore the difficulty of presenting a 
satisfactory definition of the phrase “costing system” can readily be imagined. 
However, a definition suitable for our purpose may be stated in these words: 
A costing system is a systematic recording of transactions, usually stated in 
financial terms, expressing the activities and relationships of the functional 
factors of production, distribution and administration, and correctly inter- 
preted to disclose the cost of performing a given function. Further elaboration 
is not necessary, but attention is directed to the three chief characteristics of 
any system. These are: 

1. Systematic record ; 

2. Expression of activities and relationships ; 

3. Interpretation to disclose cost of given function ; 
arid if this analysis is kept in mind, consideration of the tool and its application 
will be made easier in many respects. 

Main Types oF SYSTEMS 

The engineer has long been recognised as one who from the nature of his 
task is constantly projecting his thoughts into the future, and consequently is 
contrasted with the accountant, a large part of whose work seems to deal 
with past events. The two distinct ideas so generated have been carried over 
into cost accounting, and we have what is known as (a) historical costs and 
(b) dynamic costs, within which two groups can be gathered the major types 
of systems now to be described in brief outline. 

Exact demarcation of the boundaries of the two divisions is very difficult— 
some historical costs are all that could be desired from a dynamic point of 
view, while dynamic costs systems have their root principles in accurate 
historical records. 

To clarify the matter, however, we may regard the first division—historical 
costs systems—as those relying for their operation and use on the presentation 
of facts and information after the happening of those events which have called 
the information into being. Dynamic costs systems are primarily concerned 
with costs as they should be—they project into the future, determinations of 
costs, in advance of actual performances, the latter being of interest only to 
the extent to which they vary from those pre-determinations. 

A minute examination of each individual type of system would not be 
practicable within the confines of this paper, and sufficient matter for our 
purpose will be available if some attention is given in the first place to the 
various types of historical cost systems, dealing with dynamic systems under 
the two broad headings of Standard Costs and Estimated Costs, without 
diligent research into the minor variations of either one. 


HisToricaL CostinG SysTEMsS 
Bearing in mind our concept, which was introduced earlier, of production 
in its widest sense, historical systems can be subdivided on the basis of 
production type, and the following classification will prove of value: 


1. Specific order costs. 

2. Batch costs. 

3. Process costs. 

4. Unit or operation costs. 


1. Specific Order Costs 

Under this designation are grouped those systems which have as their main 
purpose the preparation and presentation of actual costs of individual orders 
which may or may not be dissimilar in composition. 
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(a) Characteristics. 

1. Identification of specific product in all stages of activity. 

2. Relation of cost elements to each order. 

For example, a building contractor may receive orders to construct re- 
spectively a dam, a warehouse, and a wheat silo. Leaving out for the moment 
possibilities of prefabrication, it is obvious that the respective products can 
be identified at all stages of the work, while labour, material and expense can 
be allocated without difficulty to the yarious projects on hand. 

(b) Purposes. 

1. Provide comparison between actual cost and selling price. 

2. Allocation of profits to factory sections on basis of work done. 

3. Record of cost of classes of work incidental to main activities of 
organisation. 

The validity of the contention that order costs do show actual costs could 
be challenged on both accounting and economic grounds, but the ensuing 
debate would be very largely academic in nature, and if care is taken in the 
segregation of factors and recording of results, the outcome will be a true 
statement for all practical purposes. 

(c) Advantages. 

The chief advantages may be enumerated as— 

1. Ability to separate profitable and unprofitable orders. 

2. Provision of basis for future estimating. 

3. Basis upon which to make decisions regarding conduct of 
business. 

4. Basis of operation when unknown factors in work preclude the 
use of any other method. 

(d) Disadvantages. 

1. Management, from such records, cannot measure relative 
efficiencies. 

2. Use of the system as basis for estimating work is limited by 
reason of the variations which may exist from one order to 
another. 

Clerical effort required to operate specific order systems is very 
considerable, and a big percentage of such effort does not provide 
any matter for constructive action. 
Information is not available till work is completed and therefore 
cannot be of value to management in its efforts to plan the 
prevention of inefficient operation. 

(e) Requirements. 

Specific order costing systems call for close co-ordination between 

the production and accounting functions. There must be means 

whereby the costing departments are provided with facilities for 
recording the cost elements against respective orders, while in turn 
production activities must avail themselves of information collated 

by the costing division in order to prosecute their efforts in a 

systematic and orderly manner. In brief, the following items would 

require attention: 

1. Separate number for each order. 

2. Forms to initiate activity. 

3. Record of cost elements, i.e., 

(a) Time sheets—for Labour. 
(b) Bills of material or requisition—for Material. 
(c) Means of allocating expense charges—for Expense. 

4. Forms to collate the information received. 
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5. An accounting set-up which will provide the necessary informa- 
tion regarding indirect expenses. 
6. Means whereby the arithmetical accuracy of the work can be 
reconciled with the ordinary financial records of the organisation. 
(f) Uses. 
The system of costing to which we have referred above can be found 
in operation in almost every class of business, but its chief appli- 
cations are: 
Motion picture making in relation to the cost of each picture. 
Building and other construction trades where a cost of the com- 
pleted undertaking is required. 
Small repair workshops where the work is varied with each 
order. 
Commercial houses where a particular plan of operation, e.g., a 
specific market survey, must be costed against results. 
In large organisations where separate records must be kept of 
work performed in service functions, e.g., maintenance work in a 
textile mill. 


2. Batch Costs 

Strictly speaking, these are a variation of Specific Order Costs, but certain 
features lend themselves to separate treatments: 

(a) Characteristics. 

1. Individuality of orders for construction of components. 

2. Loss of identity of individual parts. 

3. Segregation of finished parts, and completed products. 

(b) Purposes. 

1. Simplification of handling of materials within factory. 

2. Provision for manufacture ahead of sales where final product 
design cannot be determined, but where certain component parts 
are identical to all products. 

3. Comparison of costs of parts and effect of substitutions and 
modifications. 

(c) Requirements. 

1. Issue of Production Orders. 

2. Coding of parts by number and/or name. 

3. Stock records of finished parts. 

4. Schedule of components of assemblies and sub-assemblies. 

(d) Advantages. 

1. Simplification of clerical work. 

2. Production can proceed independently of sales requirements. 

3. Costs for completed products may be determined much more 
quickly. 

(e) — 
Completed product costs may be delayed, awaiting part costs. 
System does not provide for actual measure of efficiency—only 
measured against previous production. 
Necessity for detailed stock records. 
Necessity for compilation and maintenance of accurate schedules 
of requirements for each component and for assemblies—a big 
task in a small factory. 

(f) Uses. 

Generally within the industrial field and specially adapted to: 

1. Manufacture of household appliances. 

2. Automobile assemblies, e.g., engines. 

3. Prefabrication for structural projects. 
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3. Process Costs 


When we turn to our next major variant in type we find a much wider 
field for our consideration, a field which has ramifications far beyond what is 
deemed to be the normal realm of cost accounting. 


(a) Characteristics. 
1. Emphasis is given to the work done rather than to the resultant 
output. 
2. Accumulation of cost elements by processes. 
3. Averaging of costs over output to determine cost per unit per 
process. 
4. Accumulation of costs from process to process. 
5. Spoilage increases average cost per unit. 
(b) Purposes. 
1. Standardisation of processes, and resultant costs relative to 
product. 
2. Provision of comparative operating statements for management. 
3. Provision of efficiency factors in relation to a selected base period. 
4. Costing when activities result in a homogeneous product. 


(c) Requirements. 
Departmentalisation of activities. 
Accurate distribution of cost elements to processes. 
Correct determination of unit of cost. 
Planning for continuity of productive processes. 
Accurate computation of work-in-process inventories, in relation 
to the various processes. 
(d) Advantages. 
1. Costs are computed periodically. 
2. Little clerical effort. 
3. Where product is homogeneous, average cost can be computed 
very easily. 
4. Application to wide variety of activities. 
(e) Disadvantages. 
1. Difficulty in assessing values of work-in-process. 
Efficiency factors not necessarily disclosed in final product. 
Problems associated with pro ration of cost elements where 
different types of product are being processed. 
Cost statements not available till end of operating period. 


Extractive industries, e.g., mining. 
Food production and preservation, e.g., 
(a) grading, 
(b) cleaning, 
(c) boiling, 
(d) canning. 
3. Rural industries, e.g., wheat farming. 
4. Continuous process manufacture, e.g., paper manufacture, textile 
production. 


A development of process costing mav he seen in Unit or Operation 
Costings, and it is here that the wider application is seen particularly. 

Motion study engineering has elicited the information that a series of 
fundamental actions forms the basis for all the most intricate movements of 
which the human form is capable. Similarly, analysis of the various processes 
of economic activity in which the community may be engaged will produce 





120 THE AUSTRALIAN ACCOUNTANT MARCH 


resolution into operations, fundamental in themselves, and yet varying widely 
in their application, so for example we find the lathe operation of turning 
existing in such contrasting industries as heavy engineering and instrument 
making. When the analogy is carried into the commercial sphere, the basic 
analysis is just as striking. Typewriting is found in all classes of business 
activity, sorting occurs in every office, and other operations may be brought 
to mind without difficulty. To illustrate still further refinements possible 
under the operation analysis, take again typewriting, which can be subdivided 
into the following operations: 

1. Position copy. 4. Type. 

2. Prepare machine. 5. Extract forms. 

3. Position forms. 6. Position copy. 

The various matters considered under the heading of Process Costs will 
apply generally to Operation Costs, but the uses of these latter types of costing 
systems can be introduced into an extremely large range of activities, for 
instance : 


1. Banking: (a) Ledger work. 
(b) Tellers. 
(c) Overseas service. 
(d) Securities. 
2. Administrative: (a) Messengers. 
(b) Recording. 
(c) Filing. 
(d) Stenographic. 
(e) Telephone operation. 
3. Distribution: (a) Packing. 


(b) Internal delivery. 

(c) Financing. 

(d) Publicity. 

(e) External delivery. 

(£) Collections. 

(zg) Selling (various means). 


STANDARD Costs 


All the methods outlined under the generic term of historical costing systems 
have one inherent defect—the information is not availabletill after the event; 
it represents what has actually happened. Now, while management may be 
quick to assess the value of actual performance of one period as compared 
with that of another period, the comparison is still only relative—both sets of 
results may contain matter irregular in its nature and content. Two of the 
functions of management to which we referred earlier in this paper are 
planning and control, and the essence of these functions is the establishment 
of a procedure in accordance with a predetermined objective, the control being 
effected by observance of the extent to which actual occurrences deviate from 
the projected activity. 

Engineers are familiar with the theory and practice of quality control, and 
standard costs very largely represent quality control applied to business 
activity generally. 

A definition of a standard costs system which will prove acceptable to most 
accountants may be set out as under: A system whereby the cost of a product 
or service is predetermined as the result of a scientific assembly of facts and 
carefully planned methods of operations, and indicating in its final results the 
degree to which the actual performances are at variance with the pre- 
determinations. 
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(a) The main purposes of Standard Costing may be outlined as: 
1. To provide an accurate basis for comparison of efficiencies. 
2. To indicate costs at definite levels of activity. 
3. To assist in standardisation of most efficient product or service, 
of methods, and of processes. 
4. To provide information more promptly. 
(b) Advantages. 
. Simplicity of working. 
Wide range of applicability. 
To enable management to plan activity in relation to pre- 
determined objectives. 
Stability of data upon which further contemplated action may be 
taken. 
Enable the functioning of management by exception—that is, the 
true executive is concerned only with variations from routine, 
not with the routine itself. 
(c) Disadvantages. 
1. Work involved in setting standards. 
2. Possibility of misinterpretation. 
3. Difficulties of management to appreciate significance of 
information provided. 


Operation of Standard Cost System 
The various steps in the eae ame of a standard cost system may be 
succinctly descrjbed as: 
(a) Compilation of all data dent product or service. 
(b) Analysis of facts. 
(c) Motion (and time study if possible) of all elements of production 
activity. 
(d) Determination of material standards from physical aspect. 
(e) Planning of production methods, operations, and routing. 
(f) Determination of plant capacity. 
(g) Distribution of overheads in accordance with determined normality of 
capacity. 
(h) Translation of physical factors (c to f) into financial terms. 
(i) Provision for recording of actual performances, when and as necessary. 


No system is a panacea for all ills, and to achieve success in the use of 
standard costing systems it is well to note the necessity for observance of 
following requirements : 

(a) Careful planning. 

(b) Continual comparison and analysis. 

(c) Accurate accounting classification. 

(d) Absolute necessity for co-operation between production and accounting 

staffs. 

(e) Careful distinction between controllable and non-controllable factors. 

The use of standard costing systems is not by any means confined to the 
industrial field and the list below will serve to show the comprehensive range 
of applications possible. 

(a) Engineering. 

(b) Textile production. 
(c) Printing. 

(d) Foundries. 

(e) Transport. 

(f) Banking. 

(g) Insurance. 
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(h) Distributive activities. 

(i) Administrative functions as—(1) Clerical. 
(2) Stenographic. 
(3) Typing. 
(4) Filing, ete. 

We have looked at standard costing systems only from a general angle, but 
it must be understood that the principles upon which they are based are 
capable of introduction into all classes of organisations. 

Before leaving the subject of standard costs, attention is drawn to one error 
frequently encountered—the impression that “budgets” and “standards” are 
synonymous terms—and, without trespassing upon the province of the next 
lecturer, stress the feature that serves most clearly to distinguish the 
two nfeanings. Budgets are concerned with achievement of predetermined 
objectives in the light of obtaining ccnditions, whereas standards are objectives 
of achievement after known and possible inefficiencies have been eliminated. 


EsTIMATED Costs 

The impact of war conditions upon the industrial economy quickly revealed 
to those charged with the responsibility of verifying claims for goods supplied 
to defence needs the vague theories of costing held by many manufacturers, 
and the absence in many cases of any attempt to substantiate cost statements 
indicated the weakness of so-called estimates. 

However, estimated cost systems do exist and it is well for us to review 
briefly some of the more prominent features. 

Actually, estimated costs were the fore-runners of standard costs, and in 
some ways resemble them. The basis of an estimated cost systemt is the pre- 
determination of unit figures for labour, material and overhead factors, and 
these determinations are used for— 

(a) recording costs in books of account, 

(b) obtaining variations between estimates and results, 
and the system resolves itself into short-cut methods of cost accounting. An 
analysis of the differences between standard costing and estimated costing 
will serve to indicate at once the characteristics and the weaknesses inherent 
in such systems. 


Standard Cost Systems Estimated Cost Systems 
Standards scientifically deter- 1. Pre-determinations depend upon 
mined. available records or opinion of 

individuals. 
Standards based upon capacity . Estimates related to particular 


of organisation as a whole. projects irrespective of output 
capacity, and controlability of all 


factors. 
Complete accounting for all . Incomplete accounting for all 
cost factors. cost factors. 
Analysis of variances to indi- . If variances are recorded, im- 
cate causes. possible to make full and proper 
use of them. 


Estimated cost systems are in use in the clothing trades, particularly in the 
smaller factories, and in some printing organisations. 


UntrormM AccounTING SYSTEMS 
Owing to the relatively small structure of industry in Australia, and to its 
isolation from the world centres of commerce, uniform accounting has not 
been in evidence here to any great extent, and even now many managements 
confuse the terms “standard costing” and “uniform accounting.” 
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1. Definition 

A uniform cost accounting system may be defined as the operation, on a 
uniform basis, of principles and practice in cost accounting within an industry, 
and may vary from a statement and definitions of general principles to the 
issue of detailed routine, forms, schedules, etc., for adoption by all organisa- 
tions within the industry. 
2. Purposes 

Generally these systems are introduced as the result of much co-operative 
effort on the part of Trade Associations, Chambers of Commerce, etc., and 
have for their objective the following aims: 

(a) Uniformity in establishing price structures ; 

(b) Establishment of basis for comparative information ; 

(c) Introduction and development of sound costing principles ; 

(d) Promotion of stability within the industry ; 
and so assist management in establishing policies of greatest benefit to them- 
selves and to the community. 


3. Characteristics 

As the development of these systems are at widely differing stages, the 
enumeration of each individual feature is impossible, but the major char- 
acteristics may be expressed as: 

(a) Definitions of cost accounting terms for the industry. 

(b) Division of cost into same elements. 

(c) Development of account classifications. 

(d) Uniformity in treatment of cost factors. 

(e) Development of statistics on uniform basis. 


Advantages 

(a) Elimination of non-comparative elements in cost findings. 

(b) Provision of significant data for submission to governmental authori- 
ties. 

(c) Provision for small organisation to adopt sound basis of cost finding 
without necessity for experimentation. 

(d) Demand for concerted thinking within the industry. 


5. Difficulties 

(a) A natural resistance to change permeates every aspect of our individual 
and our community existence, and the apathy of industries to the consideration 
of the adoption of uniform systems is always in evidence. 

(b) Distrust of motives is often advanced, quite wrongly, as a reason for 
refusal to co-operate. 


6. Operation of System 
(a) Meetings of interested parties. 
(b) Publications of findings. 
(c) .Setting up of representative committees. 
(d) Exhaustive studies in planning and procedure. 
(e) Issue of Manual. 
(f) Collection of data, and analysis. 
(g) Issue of information on data available. 
(h) Consideration and issue of emendations. 


Peculiarities of Australian Conditions 

The fundamental principles of cost accounting and cost accounting systems 
are valid wherever there is a need for their recognition, but the application 
to individual cases and problems calls for a thorough appreciation of the 
modifying circumstances in each particular case. Australian business economy 
has developed amazingly in the last four decades, but positional and climatic 
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conditions still influence the size and nature of our activities, and any cons 
sideration of the types of costing systems which can be used would be 
incomplete if it failed to take into account some of the characteristics brought 
into being as a result of these two factors. 

Firstly, the comparatively small business unit operating in this country 
detracts from the necessity in many cases of very minute segregation of items 
which affect the product cost. 

Again, the paucity of information available from official sources, and the 
short periods for which individual organisations have been in existence, deny] 
to us the means, to some extent at least, for developing reliable statistics and] 
standards of performance. 

In the third place, the vagaries and range of the Australian climate have 
not yet been studied in their effect on the business economy to the point where 
reliable predeterminations can be made of repercussions of variations within 
specified areas. { 

With the problems so tabulated, evident in our midst, the introduction of § 
any of the systems outlined in this paper must be attempted only after an 
exhaustive deliberation of those factors which are essential and those which 
are still, for the present, refinements and luxuries, bearing in mind throughout 
that the systems are valuable solely in the degree to which they are recognised } 
as some of the tools of management, enabling it to perform its own essential 
functions in the administration and guidance of economic activity. 

Throughout the paper, no attempt has been made to quote the various} 
authorities in support of particular contentions and theories, as the lecturer 
has desired to present the matter in the simplest manner possible, and at the 
same time avoid the confusion which might have arisen if extensive references 
had been given, but for the benefit of those who may wish to pursue further 


any particular aspect of our subject, the following texts are listed, with the 
observation that the schedule is by no means exhaustive. 


List of Authorities 


Cost Accountants’ Handbook, Lang. (Ronald Press.) 

The Variable Budget, Gardner. (McGraw Hill.) 

Cost Accounting, Blocker. (McGraw Hill.) 

National Association of Cost Accountants Bulletias. (N.A.C.A.) 
Standard Cost Accounting, Gregory. (Law Book Co.) 

Cost Accounting and Costing Mcthods, Wheldon. (McDonald & Evans.) 
Cost Accounting, W. D. Scott. (Law Book Co.) 

Profit Engineering, Knoeppel. (McGraw Hill.) 
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